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Paper #251 1997-99 Budget May 21, 1997
M

To: Jomt Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Development Zone Program Changes (Commerce)

[LFB Summary: Page 145, #38]

CURRENT LAW

Wisconsin has established 18 development zones in areas which have been designated as
economically distressed in certain municipalities, counties and Indian reservations in the state.
The 18 authorized zones are located in Beloit; Eau Claire; Fond du Lac: Green Bay; Janesville;
Manitowoc; Milwaukee; Racine; Richland Center; Sturgeon Bay; Superior; Two Rivers; Iron
County; Florence, Forest, Lincoln and Langlade Counties (North Four); Juneau, Adams and
Marquette Counties; Grant and Lafayette Counties; and the Lac du Flambean and Stockbridge-
Munsee Indian Reservations. A total of $28.155 million is allocated for tax credits over the life

of the statewide program.

GOVERNOR
Modify the state development zone program as follows:

a. Increase the statewide total amount of credits that could be claimed by $5 million
to a total of $33.155 million.

b. Authorize the Department of Commerce to increase the established limit for tax
benefits for all current zones.

c. Authorize local governing bodies to apply to the Department of Commerce for up
to five, twelve-month extensions of the designation of an area as a development zone.
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DISCUSSION POINTS

1. The state develbpment zone program is designed to promote economic growth and
development through job creation and investment in economically distressed areas. Designation
criteria target areas with high unemployment, low incomes, high proportions of public assistance
recipients, recent layoffs, or declining populations or property values. Development zone tax
credits provide incentives for businesses to locate or expand in these areas.

2. The development zone program was created by 1987 Wisconsin Act 328. Under
the provisions of Act 328, Commerce (at that time, the Department of Development) was given
authority to designate eight development zones throughout the state and a total of $14 million
was authorized for tax credits over the life of the program. Since it was first established in 1987,
the development zone program has been expanded three times. In 1990, the program was
expanded to allow for desigpation of four additional zones and an additional $4.155 million in
total tax credits. In 1993 Wisconsin Act 16 (the 1993-95 budget), the program was further
expanded to increase by two, to a total of 14 development zones that could be designated. The
total amount of tax credits that could be allocated was increased by $3 million to $21.155
million. Finally, 1995 Wisconsin 1995 Act 209 increased the number of development zones that
could be designated from 14 to 18 and the total amount of statewide credits was increased by $7
million, to a total of $28.155 million.

3. The changes included in SB 77 are designed to continue the economic
development and job creation that are stimulated by the program. The development zone
program is viewed as a mechanism for encouraging long-term, sustainable economic
development. Those holding this view would note the growth in investment and employment that
has occurred under the current program. According to Commerce, since the first eight zones
were established in 1989, the program has generated $19%.7 million in investment and created
almost 5,100 jobs in the zones. The growth has been particularly significant in the last year.
Between 1995 and 1996, total investment and the number of jobs created in the zones increased
25%. It is argued that the additional credit authority, increase in zone life and authority to
allocate additional credits to existing zones are necessary to continue this pattern of economic
growth.

Increasing the Total Tax Credit Allocation

4. Commerce allocates a portion of the statewide credit amount to each development
zone. Economic development staff in each zone assign credits to eligible businesses within each
zone based on the applications of the businesses and recommendations of local officials, subject
to the approval of Commerce. The Department may reduce credit allocations in cases where
businesses fail to meet certification requirements and where the information used to determine
the allocation was inaccurate or significantly misestimated. Under administrative rules, business
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credit amounts that are reduced must remain allocated to the development zone in which the
business is located.

5. Under a provision of 1995 Act 209, Commerce was authorized to allocate up to
$500,000 in additional tax benefits to any of the 14 zones that were designated before April 25,
1996. Under this provision, $200,000 was allocated each to Manitowoc, Milwaukee, Racine and
Superior. Sturgeon Bay received an additional $500,000.

6. As of March 31, 1997, 65.7% of the total statewide tax credit allocation (excluding
additional credits allocated under provisions of Act 209) had been allocated to businesses in
development zones. The zones in Eau Claire, Green Bay, Manitowoc, Milwaukee and Superior
had, at a minimum, allocated over 85% of the total credit allocation to businesses, including
additional allocations received under the provision of Act 209. Sturgeon Bay had allocated 80%
of its total credits, including the $500,000 additional allocation. It is argued that the credit
allocations to these and other development zones will be exhausted before the zone expires. As
a result, there will be little incentive for businesses to expand or locate in these zones. This will
inhibit job growth in areas of the state that are experiencing economic distress.

7. Through March, 1997, $26.755 million of the total $28.155 million statewide credit
authority had been allocated to the 18 development zones. This means that the Department has
a credit reserve of $1.4 million. Except for Sturgeon Bay, this amount could be used to allocate
additional credits to the pre-1996 development zones. Moreover, statewide, $8.4 million of the
credits allocated to zones have not been allocated to businesses within the zones. Some would
argue that, since there are $9.8 million in statewide credits that have not been. allocated to
businesses there is no need to increase the total state allocation. If only the SB 77 provision that
would authorize Commerce to allocate additional credits to existing zones was adopted, a portion
of the $1.4 million reserve could be allocated to zones, such as Milwaukee and Sturgeon Bay,
that have used most of their allocation. In addition, the Department could be given authority to
reallocate credits from underutilized zones.

8. SB 77 does not include an estimate of the potential fiscal effect of increasing the
statewide total credit amount by $5 million. It is believed that the process of Commerce
allocating the additional amounts to the zones, the zones allocating the credits to individual
businesses and then the businesses taking the actions to claim the credits would delay any
significant fiscal effect beyond the 1997-99 biennium. It would also be noted that the entire
amount allocated to a business would not be claimed in one year, but would be claimed as
investments were made and employes were hired as the business expanded. Also, many new and
expanding businesses have little or no tax liability; in these cases, unused development zone
credits would be carried forward to offset future tax liabilities. For example, through 1995, the
total amount of credits allocated to individual businesses was $15.7 million, yet, according to
DOR aggregate statistics, a total of $2.7 million in development zone credits was claimed through
tax year 1995,
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9. However, the fiscal effect of expanding the total statewide credit allocation is
reflected in individual and corporate income and franchise tax revenue estimates. Based on
historic information regarding credit allocations to businesses and DOR credit claims, it is
estimated that the additional $7 million in credit authority provided in Act 209 will reduce annual
income and franchise tax revenues by $100,000 annually. These reductions are included in
current revenue estimates.

Designation Extensions

10. Development zones are initially authorized for seven years, with three, one-year
extension currently allowed. As noted there were eight development zones created in 1989~
Beloit, Iron County, Manitowoc, Milwaukee, Racine, Sturgeon Bay, Superior and the
Stockbridge-Munsee Indian Reservation. Each of these zones was scheduled to expire in
September, 1996. However, they were all extended one year and are scheduled to expire in
September, 1997. The zones created in 1991 (Fond du Lac, Green Bay, Richland Center and the
Lac du Flambeau Indian Reservation) expire in 1998. SB 77 includes a provision which would
permit five, one-year extensions for designation as a development zone. It is argued that
expanding the extension period is needed to ensure that the development projects undertaken in
zones are completed. Urban redevelopment projects, such as those in the Milwaukee
development zone, require a substantial amount of investment over time by many public and
private entities. Moreover, the extension is needed to ensure that the development zone program
can be used as part of the brownfields initiative included in the budget. The additional time
would allow businesses to undertake brownfields redevelopment projects in existing zones.

11.  Under current law, a development zone is allowed up to three one-year extensions.
Some would argue that the current provision is sufficient to ensure the success of a development
project. From this view, it is argued that 10 years should be sufficient to ensure that the required
investment and development activities will occur. Beyond this point, it is not clear that any
further investment of state funding through tax credits would be an efficient use of state monies.
Moreover, those holding this view would note that the Joint Committee on Finance removed a
similar provision from Act 209. They would argue that this action is an indication of legislative
intent that the extension provision should remain unchanged. Finally, since the development zone
credits are available to businesses that participate in the enterprise development zone program,
brownfield redevelopment programs can be undertaken through that program.

ALTERNATIVES TO BILL
A. Increasing the Total Credit Allocation

I Approve the Governor’'s recommendation to increase the statewide total amount
of credits that could be claimed by $5 million to a total of $33.155 million and authorize the
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Department of Commerce to increase the established limit for tax benefits for all current
development zones.

2. Modify the Governor’s recommendation to delete the increase in the total statewide
amount of credits that could be claimed.

3. Modify the Governor’s recommendation to delete the increase in the total amount

of statewide credits that could be claimed. Further, authorize Commerce to reallocate nnused
credits from development zones.

B. Designation Extension

1.

Approve the Governor’s recommendation to authorize local governing bodies to

apply to the Department of Commerce for up to five, one-year extensions of the designation of
an area as a development zone.

2. Maintain current law (three, one-year extensions).

Prepared by: Ron Shanovich BURKE
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Paper #252 1997-99 Budget May 21, 1997
000 S

To: Joint Committee on Finance

From: Bob Lang, Director
Legislative Fiscal Bureau

ISSUE

Development Zones Tax Credits (Commerce/General Fund Taxes)

[LFB Summary: Page 27, #13 and Page 145, #38]

CURRENT LAW

Wisconsin has three programs which provide tax credits to businesses as incentives to
expand and locate in designated economically distressed areas--the development zone, enterprise
development zone and development opportunity zone programs. The programs are intended to
promote economic growth through job creation and investment in the distressed areas.
Designation criteria target areas with high unemployment, low incomes, high proportions of
public assistance recipients, recent layoffs, or declining populations or property values.
Businesses which locate or expand in the different zones are eligible to receive various tax

credits.

Eligible businesses which conduct economic activity in development, development
opportunity or enterprise development zones may claim the following tax credits:

Jobs Credit. A credit, based on the federal targeted jobs tax credit, equal to 20% of the
first $13,000 ($2,600) of qualified first- and second-year wages for each targeted employe hired.
In addition, the credit equals 25% of the first $13,000 ($3,250) of qualified first- and second-year
wages for individuals to an applicant for a Wisconsin Works (W-2) employment position for
service either in an unsubsidized position or in a trial job. Finally, a credit can be claimed for
an amount equal to 10% of the wages earned by an employe who is a resident of a zone during
the first two years of employment, up to a maximum of $1,200.

Investment Credit. A credit equal to 2.5% of the purchase price of depreciable tangible
personal property placed in service in the zone.

Commerce/General Fund Taxes (Paper #252) Page 1



Location Credit. A credit equal to 2.5% of the amount expended on certified projects to
acquire, construct, rehabilitate, remodel, repair and place in service real property in a zone.

Sales Tax Credit. A credit for the amount of sales taxes paid on purchases, leases and
rentals of construction materials and supplies and related materials used to construct, rehabilitate,
repair or remodel real and investment credit property in a zone.

Research Credit. Under current law, a corporation can claim a tax credit for 5% of
certain increased research expenses. Eligible businesses can claim an additional credit of 5% of
eligible research expenses incurred in a zone.

Day Care Credit. A credit for employment-related day care expenses, up to a maximum
of $1,200 for the first two years of qualifying expenses, for each qualified dependent of a
member of a targeted group who is employed by the claimant. This credit is only available to
claimants who begin operations in a zone after July 29, 1995.

Environmental Remediation Credit. A credit for 7.5% of the amount expended by the
claimant to remove or contain environmental pollution or to restore soil or groundwater affected
by environmental pollution in a zone. This credit is only available to claimants who begin
operations in a zone after July 29, 1995.

GOVERNOR

Eliminate the cumrent development zone tax credits from the definition of tax benefits that
are provided through the state development zone, development opportunity zone and enterprise
development zone programs, starting with tax years that begin on January 1, 1998. To replace
the current credits, a new, consolidated development zone credit, based on amounts spent on
environmental remediation and the number of full-time jobs created or retained, would be
provided. The new development zone credit would be determined as follows:

a. Environmental Remediation Component. A credit could be claimed for the amount
expended for environmental remediation in a development, development opportunity or enterprise
development zone. "Environmental remediation” would be defined as removal or containment
of environmental pollution, and restoration of soil or groundwater that is affected by
environmental pollution in a brownfield if removal, containment or restoration began after the
area that contains the site where the work was done was designated a development, development
opportunity or enterprise development zone. "Environmental pollution” means the contaminating
or rendering unclean or impure the air, land or waters of the state, or making the same injurious
to public health, harmful for commercial or recreational use, or deleterious to fish, bird, animal
or plant life. "Brownfield" would be defined as an industrial or commercial facility the
expansion or redevelopment of which is complicated by environmental contamination.
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b. Full-Time Jobs Component. A credit of up to $6,500 could be claimed for each
full-time job created or retained in a development, development opportunity, or enterprise
development zone and filled by a member of a targeted group. In addition, a credit of up to
$4,000 could be claimed for each full-time job created or retained that was filled by an individual
who was not a member of a targeted group. "Full-time job would be defined as a regular,
nonseasonal full-time position in which an individual, as a condition of employment, is required
to work at least 2,080 hours per year, including leave and paid holidays, and for which the
individual receives pay equal to at least 150% of the federal minimum wage and also receives
benefits that are not required by federal law.

Credits that are not entirely used to offset income or franchise taxes in the current year
could be carried forward up to 15 years to offset future tax liabilities. Internal Revenue Code
provisions would govern the carry-forward of unused credits in cases where there is a change of
ownership. If a certification of eligibility for tax benefits is revoked, credits could not be claimed
for the tax year in which the certification was revoked or for successive tax years and unused
credits could not be carried forward to offset tax liabilities for the year in which certification was
revoked and succeeding years. In addition, credits could not be claimed for the year in which
a person that was certified for tax benefits ceased business operations in a development,
development opportunity or enterprise development zone, and unused credit amounts could not
be carried forward from that year or from previous years.

The Departinent of Revenue would be authorized to administer credit claims and could
take any action, conduct any proceeding and proceed as authorized under income and franchise
tax provisions relating to timely claims, assessments, refunds, appeals, collection, interest and
penalties. Provisions related to the pass through of the current development zones jobs tax credit
for partnerships, limited liability companies and tax-option corporations would be adopted.

The Department of Commerce would be authorized to promulgate rules that would further
define a person’s eligibility for tax benefits under the development zone, opportunity development
zone and enterprise development zone programs. The rules would be required to do at least all

of the following:

a. Limit a person’s eligibility to claim tax benefits for retaining full-time jobs to
those jobs that likely would not have been retained without the tax benefits.

b. Allow a person to claim up to $6,500 in tax benefits during the time that an area
is designated as a development or enterprise development zone for creating or retaining a full-
time job that is filled by a member of the target population.

c. Allow a person to claim up to $4,000 in tax benefits during the time that an area

is designated as a development zone or an enterprise development zone for creating or retaining
a full-time job that is filled by an individual who was not a member of the target population.
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d. Require that at least 25% of the tax benefits claimed be based on creating or
retaining full-time jobs. At least one-third of the tax benefits claimed for creating or retaining
full-time jobs would have to be for full-time jobs that were filled by members of the target

population.

e. Specify the length of time that a full-time job must be maintained in order for a
person to claim a tax credit that is based on that job.

f. Generally provide incentives for encouraging the retention of employes who would
fill full-time jobs on which tax benefits would be based.

The Department of Commerce would also be authorized to promulgate rules which
provide exceptions to: (1) the requirements that a certain proportion of tax benefits be based on
full-time. jobs created and retained and full-time jobs filled by members of the target population;
and (2) the requirement that an individual’s pay must equal at least 150% of the federal minimum
wage. The Department of Commerce would be required to verify related information that was
submitted concerning the new development zone credit.

"Member of a targeted group” would be defined as: (1) a person who was a member of
a targeted group under the definition used for the current development zone jobs tax credit; (2)
a person who resided in an empowerment zone or an enterprise community that the federal
government had designated; or (3) a W-2 participant, if the person or participant was certified
in the appropriate manner and by the appropriate designated local agency.

These provisions would first apply to tax years beginning on January 1, 1998.

DISCUSSION POINTS

1. The development zone program was created by 1987 Wisconsin Act 328. Under
the provisions of Act 328, Commerce (at that time, DOD) was given authority to designate eight
development zones throughout the state and a total of $14 million was authorized for tax credits
over the life of the program. The development zone program has been expanded three times
since it was first established in 1987. Currently there are 18 designated development zones:
Beloit; Eau Claire; Fond du Lac; Green Bay; Janesville; Manitowoc; Milwaukee; Racine;
Richland Center; Sturgeon Bay; Superior; Two Rivers; Iron County; Florence, Forest, Lincoln
and Langlade Counties (North Four); Juneau, Adams and Marquette Counties; Grant and
L.afayette Counties; and the Lac du Flambeau and Stockbridge-Munsee Indian Reservations. A
total of $28.155 million in tax credits is authorized for the zones. (SB 77 would increase the total
by $4 million to $33.155 million.) Through March, 1997, a total of $17.846 million in
development zone credits had been allocated to businesses in the zones. The estimated
distribution of the credit allocation by type of credit was: (a) jobs credit--$12,697,600; (b) sales
tax--$1,742,200; (¢) investment--$2,527,400; (d) location--$1,802,400; and (e) research--$67,900.
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2. The 1995-97 budget (1995 Wisconsin Act 27) created the enterprise development
zone program administered by the Department of Commerce. A business that conducts or intends
to conduct economic activity in an area of the state can apply to Commerce to have the area
designated as an enterprise development zone by submitting an application and a project plan to
Commerce. The Department can designate the area as an enterprise development zone if the area
meets certain criteria and the Department approves the project plan. Commerce is authorized to
establish the length of time an enterprise development zone can be designated, but the zone
cannot be designated for more than seven years (84 months).

A business that conducts economic activity in an enterprise development zone and is
certified by Commerce can claim the development zone tax credits. Only one person in a zone
is eligible for tax benefits in the zone. The maximum amount of credits that can be claimed by
an eligible business in an enterprise development zone is established by Commerce but cannot
exceed $3 million. Commerce cannot designate more than 50 enterprise development zones
unless it receives approval from the Joint Committee on Finance. Through March 31, 1997, 19
enterprise development zones had been designated in Brookfield, Chippewa Falls, Eau Claire,
Franklin, Green Bay and Manitowoc, Kenosha, Ladysmith, Marinette, Menomonee Falls,
Milwaukee, Neillsville, New Berlin, Oconto, Platteville, Prairie du Chien, Shawano, Wauwatosa,
Weyauwega, and Wisconsin Rapids. Through March 31, 1997, a total of $34.175 million in
development zone tax credits had been allocated to businesses in enterprise development zones.

3. The statutes designate areas in the cities of Beloit, Eau Claire and West Allis as
development opportunity zones. The zones in Beloit and West Allis were created by 1993
Wisconsin Act 232; the zone in Eau Claire was created by 1995 Wisconsin Act 2.

Any corporation in the development opportunity zones in Beloit or West Allis that, in
conjunction with the local governing body, submitted a project plan to the Department of
Commerce by October 23, 1994, and which is conducting economic activity in one of the zones
is entitled to claim any of the development zones credits for which it qualifies. The designation
of each zone as a development opportunity zone was effective for three years, beginning on April
23, 1994. The zones expired on April 24, 1997. The maximum amount of tax benefits that can
be claimed in the Beloit development opportunity zone was $7 million. The total amount of
credits that were allocated to the business in the Beloit zone was $2.774 million. The maximum
amount of tax benefits that could be claimed in the West Allis zone is $3 million. The total
amount of credits that were allocated to the business in West Allis zone was $3 million.

Any corporation in the development opportunity zone in Eaun Claire that, in conjunction
with the local governing body, submitted a project plan to the Department of Commerce by
October 28, 1995, and is conducting economic activity in the zone is entitled to claim any of the
development zones tax credits for which it qualifies. Designation of the Eau Claire development
opportunity zone is effective for three years, beginning on April 28, 1995. Consequently, the zone
will expire on April 28, 1998. The maximum amount of tax benefits that can be claimed in the
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zone is $3 million. The total amount of tax credit that was allocated to the business in the zone
was $3 million.

Summary information about individual development, development opportunity and
enterprise development zones is included in Attachment 1.

4. Initially, there were five different tax credits available to businesses that expanded
or located in development zones: (a) jobs tax credit; (b) investment credit; (c) location credit; (d)
sales tax credit; and (e) the additional research credit for corporations. The jobs credit was equal
to 40% of the first $6,000 of qualified wages paid by employers to employes who were members
of a target group. The credit could be claimed for qualified wages paid in the first two years that
each employe worked for the claimant. The 1993-95 budget (1993 Wisconsin Act 16) created
the credit for 10% of the wages earned by resident employees, up to a maximum of $600. The
1995-97 biennial budget (1995-97 Wisconsin Act 27) created the environmental remediation and
day care credits. Finally, 1995 Wisconsin Act 209 further modified the jobs tax credit to equal
20% of the first $13,000 of qualified wages for members of a targeted group and 25% of the first
$13,000 wages for individuals in W-2 employment positions. The bill also clarified calculation
of the resident jobs credit.

5. Businesses are required to be certified to receive tax benefits. The certification
process is designed to provide a mechanism for ensuring that businesses intend to engage in
economic activity that promotes the goals of the development, development opportunity and
enterprise development zone programs. Businesses located in development zones must obtain an
application from the Department of Commerce and first apply to the local governing body to be
certified for tax benefits. In its application, a business must demonstrate that its planned
economic activity within the zone will be consistent with the objectives of the program and
compatible with the plan for the zone, and that it will not result in the loss of jobs or transfer of
employes from other businesses located outside the development zone. The local governing body
or the local development zone advisory board reviews and approves the application for
certification. The community makes a recommendation to Commerce on the application and the
amount of credits to be assigned to the business. Commerce reviews the applications using
certain statutory criteria that are designed to ensure that the business will create or retain jobs
(particularly for members of target groups), invest in the zone and remain there after the zone
ceases to exist. QOccasionally, the Department requests additional information. Based on its
review, Commerce certifies the business. It generally takes 14 working days to complete the
certification for businesses in development zones.

Businesses must apply to Commerce to have an area in which they intend to conduct an
economic development project be designated as an enterprise development zone. The business
must submit an application and project plan to the Department. The project plan must include
information about the proposed business activities that will be conducted in the zone, including
the estimated number of jobs that will be created or retained and the amount of investment that
will be made in the zone. The Department evaluates the proposed zone based on certain criteria,
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such as the poverty and unemployment rates, which are designed to measure economic distress
and designates an area as an enterprise development zone based on these criteria. After it is
determined that the zone meets the required criteria, the Department reviews and approves the
application and plan. Also, after the Department designates an area as an enterprise development
zone, it certifies the business as eligible for tax benefits.

6. In order to claim development zone credits, the business must receive verification
of the expenses for which the credits are claimed from the Department of Commerce. The
Department generally requires information that would be necessary to validate the credit claims.
As a result, the business may be required to send to the Department such items as receipts related
to expenditures for the sales tax, investment, location, research, environmental remediation and
day care credits, and wage records related to the jobs credit. In addition, to claim the targeted
jobs tax credit, the employe for whom the credit is claimed must be certified as being a member
of a target group. Certification is done by a local governmental agency, usnally a Jobs Service
Office of the Department of Workforce Development. The agency gives the employer a
certification form. This certification must also be included in the verification information sent
to Commerce. Commerce reviews the materials submitted and sends the business a statement
verifying the expenses as eligible for credits.

7. One rationale given for consolidating the current eight development zone credits
into one credit composed of two components is that it would simplify the process of claiming
development zone credits. As noted, under current law, the business must subrmnit information
related to expenses incurred for each of the different credits. In addition, the certification for tax
benefits and verification statements for each credit must be included with the tax return that is
submitted to DOR. Commerce and DOR staff have indicated that many businesses have
complained about the complexity and paperwork associated with the verification process for eight
different credits. They note that many businesses, particularly small businesses, are currently
discouraged from participating in the development zone and enterprise development zone
programs. It is believed that simplifying and streamlining the development zone credits into a
single, two-component credit will encourage more businesses to participate in the program.
Moreover, the amount of both the jobs and environmental remediation credits would be
substantially increased; this would offset loss of the other credits. (Attachment 2 is a copy of the
return that must be filed with DOR to claim development zone credits. The form for enterprise
development zone credits is basically the same.)

8. When development zone credits are allocated to individual businesses, they are,
in part, based plans for investment and employment activities over the life of the business project.
As a result, many of the credit amounts allocated to individual businesses would be claimed in
fumre years. SB 77 would essentially eliminate the current development zones credits, beginning
with tax year 1998. Consequently, businesses which are allocated credit amounts for the sales
tax, investment, research, location and day care credits would not be able to claim credits for the
related expenses incurred for economic development activities. To the extent the business project
was undertaken in anticipation of these credits, business expansions and relocation projects could
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be jeopardized. On the other hand, if the intent is to offset the loss of existing credits by
providing enhanced job credits for jobs created or retained for nontarget group individuals, there
would be a significant distributional effect associated with the change. It is not clear that
businesses would be able to claim the same amount of tax credits through the proposed jobs
credit as they could through the existing development zones credits.

9. Wisconsin has an estimated 8,000 abandoned and underutilized manufacturing and
commercial business sites, many of which are contaminated properties. In urban areas, many
believe it would be preferable to develop existing, contaminated sites that are connected to public
infrastructure, such as sewer and water services, rather developing suburban sites to which
infrastructure must be extended. It is argued that many of these sites could be redeveloped if
landowners had targeted assistance to finance the costs of cleanup and redevelopment. SB 77
contains a number of provisions that are part of an initiative to redevelop brownfields. One
component of that initiative is the expansion of the development zones environmental remediation
credit. The credit could be used in conjunction with enterprise development zones to target
economic redevelopment projects to brownfield sites. It should be noted that, in SB 77, the
credit would increase from 7.5% of eligible expenditures to 100% of the amount expended for
environmental remediation. However, the administration has indicated that the credit should
equal 50% of amounts expended for environmental remediation. A modification is necessary to
conform the bill to the administration’s intent.

10. SB 77 would include a number of significant modifications to the current
development zone jobs credit which are designed to increase the incentive to create jobs. In
general, the amount of credit that could be claimed would be increased for employing both target
and nontarget group members. In part, this is to offset the loss of other development zones
credits. The maximum credit for hiring a member of a target group would be $6,500. In
addition, a credit of $6,500 would be provided for each job retained and filled by a member of
a target group. The definition of target group would be expanded to include W-2 participants
and residents of federal empowerment or enterprise communities. Also, the employe would have
to receive pay equal to at least 150% of federal minimum wage ($7.73 per hour beginning
September 1, 1997). This compares with the current maximum jobs tax credit of $2,600 for the
first two years ($5,200) of wages of a target group member and the current maximum $3,250 for
the first two years of wages of individuals in W-2 trial jobs.

Under the bill, a maximum credit of $4,000 is provided for each full-time job created or
retained that would be filled by an individual who was not a2 member of a targeted group.
Consequently, a credit could be claimed for hiring individuals who were not members of a
targeted group and were also not residents of the development zone or enterprise development
zone. Under current law, a credit, up to 2 maximum of $1,200, can be claimed for an amount
equal to 10% of the wages earned during the first two years of employment by an employe who
1s a resident of the zone.

Page 8 Commerce/General Fund Taxes (Paper #252)



11. Overall, economic literature on the effectiveness of enterprise zone tax incentives
is inconclusive in that different studies have reached, to varying degrees, both positive and
negative results. Some of the positive economic studies have found: (a) growth rates of gross
job increases were higher than the national rate in certain zones; (b) when the multiplier effect
1s taken into account, $1.90 in state and local taxes was generated for every dollar of incentives
received in New Jersey zones; and (c) unemployment claims dropped by about 19% following
zone designation in Indiana. Conversely, other studies have determined that the program did not
influence employment growth in three Maryland zones and the Indiana program did not affect
the level of inventories and investment in machinery and equipment in zones.

Although the empirical evidence on the effectiveness of enterprise zones in increasing jobs
and investment is generally inconclusive, the evidence is moderately positive for areas with
potential for economic growth. In addition, the literature does provide some consensus that tax
incentives alone will not lead to economic growth, particularly in the most distressed areas. It
appears that any tax incentives should be part of a comprehensive economic development
strategy. From this view, the effectiveness of the tax credits will be dependent on other
economic development activities promoted and undertaken in the zones by state and local
officials (for example, infrastructure improvements constructed by communities). Such economic
development activities by state and local officials are generally provided through the development
zone and enterprise development zone programs. However, the zone designation criteria may not
always ensure that an economically viable area would be selected.

12. SB 77 does not include a fiscal effect for consolidating the current development
zone credits into two components. It is believed that the reduction in the amounts claimed for
the current credits that will be eliminated will offset any additional amounts claimed for the
expanded jobs and environmental remediation credits. Moreover, the new credits would first be
available for tax year 1998. The process of Commerce allocating amounts to zones, the zones
allocating the credits to individual businesses (in the case of development zones) and then the
businesses taking the action to claim the credits would delay any significant fiscal effect beyond
the current biennium. It should also be noted that the entire amount allocated to a business
would not be claimed in one year, but would be claimed as investments were made and employes
were hired as the business expanded. Also, many new and expanding businesses have little or
no tax liability; in these cases unused development zone credits would be carried forward to
offset future tax liabilities. For example, through 1995, the total amount of credits allocated to
individual businesses was $15.7 million, yet according to aggregate statistics from the Department
of Revenue a total of $2.7 million in development zone credits was claimed through tax year
1995. The fiscal effect of prior year law changes related to the development zone credits (such
as creation of the enterprise development zone program) are reflected in current revenue estimates

for 1997-99.
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Program Maodifications

13. Under the provisions of SB 77, the new environmental remediation credit would
equal the entire amount of eligible expenses incurred by the business. However, the
administration has indicated that the credit should equal 50% of eligible expenses. The
Committee may wish to include this modification in the bilL

14.  SB 77 would include a Wisconsin Works participant as a member of a target group
for the purposes of the jobs tax credit. The bill does not define a W-2 participant. Comumerce
has indicated that it intended that the credit be available to the following W-2 participants:

(a) Persons in unsubsidized employment when the person meets the eligibility
requirements for a W-2 employment position. The intent of this provision is to cover individuals
who are eligible for W-2 and obtain an unsubsidized job while their application is pending.

(b) Persons in trial jobs. Commerce would decrease the amount of the tax credit by
the amount of the subsidy the employer receives. Commerce currently does this in connection
with the work supplementation program.

(©) Persons receitving W-2 health care or child care assistance.
The Committee may wish to include these items in the bill.

15.  The bill intends to replace the current development zone credits with the new
credit for taxable years beginning on or after January 1, 1998; however, there are no changes
made to terminate the current tax credits. Claimants may assert that the new law change does
not prohibit them from claiming the current development zone credits for day care, environmental
remediation, investment, jobs, location, sales tax and research. The bill merely eliminates the
requirement that the Department of Comimerce verify the expenses for these credits. The
Comimittee may wish to include provisions which eliminate the credits but allow carryforward

of prior year credits.

16. SB 77 provides a jobs credit for jobs that are retained. Commerce would be
authorized to determine the individuals that would be eligible and the length of time that they
must be employed in order to claim the credit. However, the Committee may wish to include
a statutory provision that would prevent businesses from claiming the credit for individuals for
whom they have received jobs credits under the current provisions.

17.  The new, consolidated development zones credit does not require the claimant to
attach a copy of the Department of Commerce’s verification of the allowable credit to the
Wisconsin income or franchise tax return. Although the Department of Revenue has the general
authority to request information needed to enforce the franchise and income tax law, the absence
of this documentation (required for current development zone credits) will decrease DOR’s ability
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to process and audit the credit claims in an efficient and timely manner. The Committee may
wish to include a provision which requires claimants to include the claimant’s certification for
tax benefits and statement of verification for eligible expenses.

ALTERNATIVES TO BILL
A. Development Zone Credits

1. Adopt the Governor’s recommendation to eliminate the current development zones
tax credits from the definition of tax benefits that are provided through the state development
zone, development opportunity zone and enterprise development zone program, starting with tax
years that begin on January 1, 1998. To replace the current credits, a new, consolidated
development zones credit, based on amounts spent on environmental remediation and the number
of full-time jobs created or retained, would be provided.

2. Maintain current law.

B. Program Modifications
Adopt one or more of the following modifications to the provisions of the bill:
a. Specify that the environmental remediation credit equals 50% of eligible expenses.

b. Define Wisconsin Works participant as a person who: (a) is employed in an
unsubsidized job but meets eligibility requirements for a W-2 employment position; (b) a person
who is employed in a trial job; and (c) a person who is eligible for W-2 health care or child care
assistance. Require Commerce to reduce the credit amount for persons in trial jobs by the
amount of subsidy received.

c. Specify that the current development zones credits are eliminated for tax years
beginning on or after January 1, 1998. Permit the carryforward of unused credits from prior

years.

d. Specify that the new credit for jobs retained cannot be claimed for an employe for
whom jobs credits have been claimed under current law.

e. Require claimants of the new, consolidated credit to submit, along with their
return, the certification for tax benefits and a statement of verification of expenses from
Commerce.

Prepared by: Ron Shanovich

Commerce/General Fund Taxes (Paper #252) Page 11



% BURKE
DECKER
GEORGE

JAUCH §§§
WINEKE %
SHIBILSKI

COWLES
PANZER

zzz@zzzz

"
imw P BB PP PP >>>>>Qp§>>

YENSEN
OURADA
HARSDORF
ALBERS
GARD
KAUFERT )
LINTON jf»
COGGS f}

“

i
‘NO__ 1 ABS

2z Z22ZZZ

¢

AYE



Senator Burke

COMMERCE

Development Zone Tax Credits

Motion:

Move to modify the provisions of SB 77 that relate to development zone tax credits as
follows:

a.  Reduce from $4,000 to $2,000, the maximum credit for full-time jobs created or
retained for individuals who are not members of a target group;

b.  Continue to include the day care and investment credits in the definition of tax
benefits provided through the development zone, enterprise development zone and opportunity
development zone tax credits.

Note:

Wisconsin has three programs which provide tax credits to businesses as incentives to
expand and locate in designated economically distressed areas--the development zone, enterprise
development zone and development opportunity zone programs. The programs are intended to
promote economic growth through job creation and investment in the distressed areas.
Designation criteria target areas with high unemployment, low incomes, high proportions of
public assistance recipients, recent layoffs, or declining populations or property values.
Businesses which locate or expand in the different zones are eligible to receive various tax
credits.

Eligible businesses which conduct economic activity in development, development
opportunity or enterprise development zones may claim the following tax credits:

Jobs Credit. A credit, based on the federal targeted jobs tax credit, equal to 20% of the
first $13,000 ($2,600) of qualified first- and second-year wages for each targeted employe hired.
In addition, the credit equals 25% of the first $13,000 ($3,250) of qualified first- and second-year
wages for an applicant for a Wisconsin Works (W-2) employment position for service either in
an unsubsidized position or in a trial job. Finally, a credit can be claimed for an amount equal
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to 10% of the wages earned by an employe who 1s a resident of a zone during the first two years
of employment, up to a maximum of $1,200.

Investment Credit. A credit equal to 2.5% of the purchase price of depreciable tangible
personal property placed in service in the zone.

Location Credit. A credit equal to 2.5% of the amount expended on certified projects to
acquire, construct, rehabilitate, remodel, repair and place in service real property in a zone.

Sales Tax Credit. A credit for the amount of sales taxes paid on purchases, leases and
rentals of construction materials and supplies and related materials used to construct, rehabilitate,
repair or remode! real and investment credit property in a zone.

Research Credit. Under current law, a corporation can claim a tax credit for 5% of certain
increased research expenses. Eligible businesses can claim an additional credit of 5% of eligible
research expenses incurred in a zone.

Day Care Credit. A credit for employment-related day care expenses, up to a maximum
of $1,200 for the first two years of qualifying expenses, for each qualified dependent of a
member of a targeted group who is employed by the claimant. This credit is only available to
claimants who begin operations in a zone after July 29, 1995.

Environmental Remediation Credit. A credit for 7.5% of the amount expended by the
claimant to remove or contain environmental pollution or to restore soil or groundwater affected
by environmental pollution in a zone. This credit is only available to claimants who begin
operations in a zone after July 29, 1995.

Senate Bill 77 would eliminate the current development zone tax credits from the definition
of tax benefits that are provided through the state development zone, development opportunity
zone and enterprise development zone programs, starting with tax years that begin on January
1, 1998. To replace the current credits, a new, consolidated development zone credit, based on
amounts spent on environmental remediation and the number of full-time jobs created or retained,
would be provided. The new development zone credit would be determined as follows:

a. Environmental Remediation Component. A credit could be claimed for the amount
expended for environmental remediation in a development, development opportunity or enterprise
development zone. "Environmental remediation” would be defined as removal or containment
of environmental pollution, and restoration of soil or groundwater that is affected by
environmental pollution in a brownfield if removal, containment or restoration began after the
area that contains the site where the work was done was designated a development, development
opportunity or enterprise development zone.

b.  Full-Time Jobs Component. A credit of up to $6,500 could be claimed for each full-
time job created or retained in a development, development opportunity, or enterprise
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development zone and filled by a member of a targeted group. In addition, a credit of up to
$4,000 could be claimed for each full-time job created or retained that was filled by an individual

who was not a member of a targeted group.

This motion would modify provisions of SB 77 to reduce the jobs tax credit for
nontargeted individuals from $4,000 to 32,000, and continue to provide the day care and
investment development zone credits.

This motion would not have a fiscal effect in the 1997-99 biennium. The reduction in the
amounts claimed for the current credits that will be eliminated would offset additional amounts
claimed for the expanded jobs and environmental remediation credits. Moreover, the new credits
would first be available for tax year 1998. The process of Commerce allocating amounts to
zones, the zones allocating the credits to individual businesses (in the case of development zones)
and then the businesses taking the action to claim the credits would delay any significant fiscal
effect beyond the current biennium. It should also be noted that the entire amount allocated to
a business would not be claimed in one year, but would be claimed as investments were made
and employes were hired as the business expanded. Also, many new and expanding businesses
have little or no tax liability; in these cases unused development zone credits would be carried

forward to offset future tax liabilities.
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ATTACHMENT 1
Development Zone, Enterprise Development Zone and
Development Opportunity Zones

TABLE 1: Development Zone Program

Total Credits Amount of Credits Number of
Zone Year of Allocated Allocated Businesses
Location Designation to Zone* to Businesses* Certified*
Beloit 1989 $1,250,000 $763,061 7
Iron County 1989 1,026,000 601,233 17
Manitowoc 1989 2,258,831* 1,745,431 17
Milwaukee 1989 5,285,074 5,082,505 79
Racine 1989 2,226,145* 1,532,252 18
Stockbridge-Munsee 1989 400,000 17,630 . 1
Sturgeon Bay 1989 2,408,950% 1,527,074 40
Superior 1589 1,650,000 1,309,007 25
Fond du Lac 1991 1,250,000 526,931 17
Green Bay 1991 1,500,000 1,365,125 20
Lac du Flambeau 1991 750,000 485,125 5
Richland Center/

Town of Richland 1991 750,000 551,713 13
Eau Claire 1995 1,500,000 1,451,102 30
Two Rivers 1995 750,000 544,446 11
janesville 1996 1,000,000 NA NA
Lincoln, Langlade, Florence

and Forest Counties 1996 750,000 118,641 5
Grant and Lafayette Counties 1996 1,000,000 184,210 11
Juneau, Adams and Marquette

Counties 1996 1,000,000 40,400 1
Totals $26,755,000 $17,845,886 317

*Through March, 1997.
*Includes additional allocations under provisions of 1995 Wisconsin Act 209.
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ATTACHMENT 1 {continued)

Development Zone, Enterprise Development Zone and

Development Opportunity Zones

TABLE 2: Enterprise Development Zone Program

Zone Certification Credit
Location Company Name Date Allocation
New Berlin QUAD/Graphics Aug 14, 1995 $3,000,000
Weyauwega Sumsmnit Performance Systems Aug 22, 1995 900,000
Fau Claire W.L. Gore Sep 19, 1995 1,756,667
Ocorito Cera-Mite Corp Nov 1, 1995 900,000
Neillsville Leeson Electric Dec 11, 1995 900,000
Marinette Karl Schmidt Unisia Jan 12, 1996 2,100,000
Menomonee Falls Strong Capital Management, Inc. Feb 12, 1996 3,000,000
Wisconsin Rapids Advantage Learning Systems, Inc. Feb 13, 1996 2,000,000
Kenosha Chrysler Corp Apr 1, 199 3,000,000
Franklin Harley-Davidson Moter Company Apr 1, 199 1,200,000
Milwaukee Waldorf Corp Jun 28, 1996 1,200,000
Shawano Aarrowcast, Inc. Jul 4, 1996 1,068,000
Chippewa Falls Johnsor Mathey, Inc. Aug 1, 1996 2,750,000
Prairie du Chien Cabela’s of Wisconsin Aug 29, 1996 2,000,000
Brookfield Ameritech Sept. 19, 1996 3,000,000
Menomonee Falls and

Wauwatosa Harley-Davidson Motor Company Sept 27, 1996 2,480,000
Ladysmith Weathersheild Oct. 25, 1996 1,200,000
Green Bay and

Manitowoc Krueger International Jan. 10, 1997 1,050,000
Platteville Penda Corp. jan. 20, 1997 750,000
Total $34,174,667
TABLE 3: Development Opportunity Zone Program
Zone Certification Credit
Locatien Company Name Date Allocation
West Allis* QUAD/Graphics Apr 23, 1994 $3,000,000
Beloit* Reynolds Wheels International Apr 23, 1994 2,774,000
Eau Claire Hutchison Technologies,inc. Apr 28, 1995 3,000,000

*Expired Aprnl 23, 1997.
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| Wisconsin Development Zone Credits Schedule Y
; o (Attach to Wisconsin Form 1, TNPR, 2, 3, 4, 41, 4T, 5, or £5)
1 996 EName Ideniifying Number Wisconsin Depariment
of Revenue
é m Jobs Credit o o
"1 Enter number of empioyes and totat quaimed wages pald or mcurfed durmg the taxabie year {up to $3,000 i
for each gualified summer youth employe and up 1o $6,000 for each other employe) for services, in a
development zone, of employes who are certified as members of a targeted group og ;gsw,ic%gﬁ;g ofthe
development zone: ‘ | Numberof Employes | | Total Quaiiied Wages |
First-year employes .. .........oveoio i e, Po1al 15
Second-yearemployes . ... ... ... .. _1_52%_ id
Qualified summer youthemployes ............... E_ Mle-i' H
Development zone residents . ... ................ E 14 _ 1h
2 Enerd0% O e AD . i e e e e e 2
3 ENer d0% OF liNe 10 oo e e e e K
A EMer40% O HNe 1l L e e e e e 4
8 ENter 10% O HNE T L oottt e e e e e e e 5
6 Add lines 2 through 5. This is the jobs credit before pass-throughcredits .. ... ... ... .. ... ... ... 6 e
1 Enter jobs credit passed through fromotherentities ................... ... e 1
§ Addlines6and7. Thisisthetotaljobscredil. .. ... .. . ... . . . . . . i i e 8 e
m SalesTaxCredit e e - 3 o
Enter total amount paid for purchase lease oF rental of eligible property ........ { _,_3..[ S E
‘i{} Enter amount of Wisconsin state sales and use tax paid that is included in amountoniine ® ............. it}
11 Enter amount of Wisconsin county and stadium sales and use taxes paid that is included in amountonline 9 |_ 11
12 Addlines 10 and 11. This is the sales tax credit before pass-throughcredils ... ... ... ... .. ... ... ... @2
13  Enier sales tax credit passed through fromotherentities ... ... ... ... .. . o, _13
14 Addlines 12 and 13, This is the total current year sales taxcredit ... ... ... ... .. o 4
{ m Research Credit
. Enter the amount of Wisconsin deveiopmenl zone research expenses included on Schedule R, line s ... .. 5
16 Wages included on line 15 which qualify for the Wisconsin development zone jobscredit .. ......... .. ... 16
11 Sublract ine 18 oM HNe 15 . .. it it et e et e e e e L
18 Enter average annual Wisconsin gross receipts from Schedule R, fine 8 . ... ... ... ... ... .. .. ... CAB
19 Enter fixed-base percentage, but notl more than 16% (seeinstructions) ........ .. .. ... ... ... ... .... 19
20 Muitiply line 18 by percentage online 19, Thisisthebaseamount .......... .. ... .. ... .. ........... 20
21 Subtract line 20 from Hne 17 L. e e 2
22 Limifation — Enter 50% Of iNe 17 . . ..o e xR
23 Entersmaller of Hne 21 Or e 22 . ... . . et e 23
24 Enter 5% of line 23. This is the current year research eredif .. ... . ... .. . . . . s s
25 Carryover cf unused researcheredil . ..o . L ;2%
26 Addlines 24 and 25. This is the available researchoredit . .. .. .. . . . . e 26 I
Investment Credit e
21 Enter the purchase price of depreciable, tangible pefsonai pmperty purchased during the 1axable year
that is used in the conduct of business in a location in a davelopmeni zone: 5 L I
a Qualified purchases expensed under IRC section 179 ............... ... .. ! 21al )
b Qualified purchases not expensed under IRC section 179 .. ... ... ... .. ... [ 21bi o i
28 Enter 1.758% OF Ne 278 . ... .t e e e e e %
29 Enter25%ofline27b ... ... ... ... e e 29
30 Addlines 28 and 29. This is tha investment credit before pass-througheredits . .. ... ... ... ... . ..... e
31 Enter investment credit passed throughfromotherentities .. ... ... ... .. . . . . . . . .. 3
32 Addlines 30 and 31. This is the total current year investmentcredit ... ... .. .. ... .. ... .. .. ... P32 -
33 Carryover of unused investment credit .« .. ... . L e (33
34 Addlines 32 and 33. This is the available investment credit (see instructions) . ........................ 34
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Page 2

Location Credit

1596 Schedule 0OC

35 Enter the total amount expended during the taxable year to acquire, construct, rehabunate remodet i
or repair qualified real property located in a developmentzone ................ | 351 ] ) _ e
%  Enter 2.5% of tine 35. This is the location credit before pass-throughcredits . ...... ... .. ... . oL, D36, B
171 Enter location credit passed through fromotherentities ... ... ... ... . i 37! {
38 Add lines 36 and 37. This is the total current year focationcredit ................ ... oo | 38
39 Carryover of unused I0CatON Credit . . . ... ..o\ttt . 39!
40 Add ines 38 and 39. This is the available location credit (see instructions) . ... ... ... ... ol i 40}
Day Care Credit _ .
41 Enter number of qualifying mdwnduais for whom employment~related day care expenses were paid or |
incurred during the taxable year to enable employes who are certified as members of a targeted group
to be employed in a developmentzone . ........ LS P 41 B o
42 Enter total amount paid for employment-related day care for qualifying individuals included on line 41,
but not more than $1,200 for each qualifying individual. This is the day care credit before pass-through i ;
CTEAIES o o o o s e e e e e e e Y 1
43 Enter day care credit passed through fromotherentities ... ... ..o it ' 435
44 Addlines 42 and 43. This is the tolal current yearday carecredit . ... ... . ... .. ... ol 44
45 Carryoverof unuseddaycarecredlt .. ... .. ... L 45
46 Add lines 44 and 45. This is the available day care credit (sea Instructions) ............... v aes 46
Environmental Remediation Credit i )
47 Enter total amount paid during the taxable year to remove or contain enwronmental ponunon of to restore
soil or groundwater that is affected by environmentat poliution, in a developmentzone .................. 47 A
48 Enter 7.5% of line 47. This is the environmental remediation credit before pass-through credits .. ....... .. 48 -
49 Enter environmental remediation credit passed through fromotherentities .. ............ ... ... ... ! 49
50 Add lines 48 and 49. This is the total current year environmental remediation credit .................... 50, . .
51 Carryover of unused environmental remediationcredit ............... .. e E 51
52 Addlines 80 and 51. This is the available environmental remediation credit {see instructions) ............ Pos2l e
Individuals, Estates, and Trusts — Limitation on Tax Credits o o :
53 Enter Wisconsin net income from Form 1, ime 5 Form 1NPR, line 32, or Form 2 line 5 o iiatiitiaeszese l 531 =
54 Enter Wisconsin net income (loss) from development zone business operations .. g §g,£ } e
55 Enter Wisconsin net income (loss) from directly related business operations ... .. | 85| e e
56  Add lines 54 and 55. If the result is a net loss, enter zero here and on fines 63, 65,67, and 69 ... . ........ 56! .
57 Divide amount on line 56 by amount on line 53 and enter ratio. if line 56 is larger than ling 53, enter 1.00 . 571 - i
58 Enter tax from Form 1, line 14; Form INPR, line 41; or Form 2, §ine 10 ........ .. } 58 ; _ L
58 Enter married couple credit from Form 1, Schedule 4, or Form 1NPR, | ?
SCREAUIE 2 . oottt )
60 Subtract ine 59 from line 58. if the result is a net loss, enter zero here and on 1\
ines B3, 65, 67, ANA B9 - . ..o oottt e e |- 600
61 Enterralio TOmMUNE B7 ..ot e e e i e I 1 RN T S
62 Multiply amountonline 60byratioonline 61 ... ... ... . L. i 62: .
63 Enter smaller of line 62 or line 34, page 1. This is the aliowable investmentcredit .. .................... 631
64 SUBIACTING B3 FOM HNE B2 . ...\ oot oottt et et e et 64l
$5 Enter smaller of line 64 or line 40, above. This is the allfowable locationcredit ................ ... ... .. 65
£6 SUDract ine 8BS oM IlINGE Bd . . ... e e 66] e
67 Enter smalier of line 66 or line 45, above. This is the allowable day carecredit . ..................... ... 87
68 Sublractling BT oM e BB .. .. ittt e e e 88
89 Enter smaller of line 68 of line 52, above. This is the allowable environmental remediation credit .. ...... .. 69
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0
n
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14
I
i6
i)
18
9
80
81
82
83
84
85
86
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Recapture of Investment Credit

89
906
91
92
93

. 34
95
96
97
a8

99

Corporations — LimitationonTax Credits L
Enter tax from Form 4, Eme 14; Form &, line 8; Form 41, line 18; ar Form 4T hne 8

Enter manufaclurer's sales tax credit from Form 4, 41, 47, or 5, Schedule Z ... .. ..
. Enter research credits from Schedule B .. ...
: Enter research oreditfromiine 26, page 7 ... ... ... oo
Enter community developmentfinancecredit . .. ......... ... oo ) I
AGAENES 71 HNFOUGN 74 « + o o o o ottt e e e e
Subtract line 75 from line 70. I the result is zero or less, enter zerc here and on fines 82, 84, 86, and 88 . .. i 761
Enter Wisconsin net income {loss) from development zone business operations .. | 71 1
Enter Wisconsin nel income {loss) from directly related business operations .. ... D 1 e
Add lines 77 and 78. If the result is a net loss, enter zero here and on lines 82, 84, 86, and88 .. ... ..... .. 23?
Enter 7.9% of the amount ON NG 79 . . ..o\ttt ettt e 80 -
Enter smaler of BN 76 OF BO L ..o ittt ittt e e 81 e
Enter smailer of line 81 or line 34, page 1. This is the allowable investmentcredit .......... ... ........ i 82
Subtract Ne 82 oM BN Bl L L it e 83
Enter smafler of line 83 or line 40, page 2. This is the allowable locationcredit .. ... .................... 84
Subtract line B4 oM e B3 . ... i e e 85
Enter smaller of line 85 or line 46, page 2. Thisis the allowable daycarecredit ........................ 86
SubtractHng 86 oM lINE 8BS . .o e e e 81
Enter smaller of line 87 or line 52, page 2. This is the allowable environmental remediation credit ......... g 88 i

Properties
e A B I

Enterkindofproperty . ...... ... i 89 _ _
Date property was placed ingervice ................. 0l e e
Original estimated useful life or recovery period .. ... ... Nt 1 L o R
Originalcredit ... ... ... o 92 . T R
Date property ceased to be qualified investment
Credit PIOPEIY . ..t e 93 I
Number of full years between the dates on lines : 4
e B AT s ; . N R
Recapture percentage (from insiructions) ............. 85
Multiply line 92 by the percentage on line 95 .......... C e i L el
Add fine 96, columns A through C, plus any amounts from separate schedules ........................ 19 E e
Portion of original credit {line 92) not used to offset tax in any year, plus any carryforward of credits | ;
you can now apply to the originat credityear ... .. ... ... o ! Sj§§
Subtract fine 98 from line 97. This isthe fotal increase intax . ... ... ... . it | 99!




Representative Jensen

COMMERCE

Study on Home-Based Businesses

Motion:

Move to require the Department of Commerce to conduct a study on the barriers to starting
and operating home-based businesses and on encouraging further development of home-based
businesses in the state and to deliver the study to the appropriate standing committees of the
Legislature on or before January 1, 1998.
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Representative Jensen

COMMERCE

Grants to Private Foundations that Teach Entrepreneurship

Motion:

Move to authorize the Department of Commerce to award grants through the Community-
Based Economic Development program to the National Foundation for Teaching Entrepreneurship
and similar organizations or foundations that teach business skills to disadvantaged and at-risk
children. Require that the grants be used for costs associated with the teaching of skills and
business knowledge necessary to found and maintain an enterprise.

Note:

Under the provisions of SB 77, funding of $777,100 GPR would annually be provided to
fund community-based economic development programs. The Community-Based Economic
Development (CBED) program provides grants to community-based organizations, business
incubator grants, economic diversification grants and regional economic development grants.

Business Assistance Grants, Commerce may make a grant of the lesser of $20,000 or 75%
of the cost of the project to community-based organizations to conduct local economic
development projects or to provide assistance to businesses or entrepreneurs. Grants made to
assist a small business in planning a start-up or expansion may be used for feasibility studies,
financial plans, training and similar types of expenses. Grants made to assist local development
projects may be made for developing project plans for industrial parks, downtown business
districts, public infrastructure projects and training economic development staff.

Business Incubator Grants. Grants may be made to a community-based organization for
any of the following:

a. Up to $30,000 to fund the operation of an existing business incubator or existing
technology-based incubator;

b.  Up to $10,000 to provide technical assistance in the process of starting a business

or technology-based incubator, including planning, engineering, architectural and legal services
and assistance in preparation of feasibility studies and business plans;
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c. Up to $100,000 to start a new business or technology-based incubator by financing
the construction, expansion or rehabilitation of the incubator; and

d. Up to $50,000 to create a revolving loan fund for tenants of a business or
technology-based incubator.

Economic Diversification Grants. Commerce may make grants of the lesser of $10,000
or 75% of the project cost to political subdivisions to develop plans to diversify the local

economy.

Regional Economic Development Grants. Grants of up to $100,000 or 10% of the total
amount appropriated for the CBED program may be awarded to a community-based organization
for regional development activity if certain conditions are met.

This motion would authorize Commerce to make grants to the National Foundation for
Teaching Entrepreneurship and other similar organizations for costs associated with teaching
business skills to disadvantaged and at-risk children.

The motion authorizes the use of existing funding for a specific purpose; no additional
funding is provided. Consequently, the motion has no fiscal effect.
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Representative Linton

COMMERCE

American Indian Technical Assistance Funding

Motion:

Move to provide $25,000 GPR annually to the American Indian economic development
technical assistance grant appropriation and $8,500 GPR annually to the American Indian
economic development liaison grants appropriation.

Note:

A program planning analyst in the Department of Commerce's Division of Community
Development provides technical and economic development assistance to Native American
entrepreneurs and tribal communities. The Department also administers two grant programs which
provide funds to the Great Lakes Inter-Tribal Council (GLITC)--an economic development liaison
grant and an economic development technical assistance grant.

Economic Development Liaison Grant. The economic development liaison grant program
provides monies to the council to partially fund a Council liaison between American Indians,
Indian businesses and Indian tribes interested in targeted economic assistance programs and the
state agencies that administer them. A targeted economic assistance program is a program or form
of assistance available to an American Indian, an Indian business or an Indian tribe that is
administered by a state agency and that relates to any of the following: (a) economic
development; (b) community development; (¢) increasing employment among American Indians;
(d) minority business certification under state law; and (d) other assistance Commerce considers
relevant. Base funding of $25,000 is provided for the economic development liaison grant to the
Council.

Technical Assistance Grant. Funding is appropriated for annual grants to the Great Lakes
Inter-Tribal Council (GLITC) to provide technical assistance for economic development on Indian
reservations. Eligible entities include: tribal enterprises; indian businesses located on Indian
reservations; and other Indian businesses that directly benefit the economies of Indian
reservations. .
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A tribal enterprise is a business that is: (a) at least 51% owned and controlled by the
governing body of one or more Indian tribes; (b) actively managed by the governing body or the
designee of the governing body of one or more Indian tribes; and (c) currently performing a

useful business function.
The types of assistance provided includes:

(a) Management assistance to existing businesses;
(b)  Start-up assistance to new businesses, including the development of business and

marketing plans and assistance in securing development financing; and
(¢) Technical assistance to new and existing businesses in gaining access to tribal, state

and federal business assistance and financing programs.

GLITC is prohibited from providing technical assistance for commercial gaming and
gambling activities under this program. Base funding of $25,000 is provided in Commerce for

making grants to GLITC to finance this program.

This motion would increase annual funding to $33,500 GPR for the economic development
liaison grant appropriations and $50,000 for the technical assistance grant appropriation.

[Change to Bill: $67,000 GPR]
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Senator Panzer

COMMERCE

Development Zone Tax Credit

Motion:

Move to allow the costs of an investigation to be an eligible cost for the purpose of
claiming the environmental remediation component of the development zone tax credit, except
in cases where the investigation determines that remediation is required and remediation is not
undertaken. Also, specify that the credit can be claimed for 50% of the annual amounts
expended for environmental remediation.

Note:

Senate Bill 77 would eliminate the current development zone tax credits from the definition
of tax benefits that are provided through the state development zone, development opportunity
zone and enterprise development zone programs, starting with tax years that begin on January
1, 1998. To replace the current credits, a new, consolidated development zone credit, based on
amounts spent on environmental remediation and the number of full-time jobs created or retained,
would be provided. The new development zone credit would be determined as follows:

a. Environmental Remediation Component. A credit could be claimed for the amount
expended for environmental remediation in a development, development opportunity or enterprise.
development zone. "Environmental remediation” would be defined as removal or containment
of environmental pollution, and restoration of soil or groundwater that is affected by
environmental pollution in a brownfield if removal, containment or restoration began after the
area that contains the site where the work was done was designated a development, development
opportunity or enterprise development zone. "Environmental pollution” means the contaminating
or rendering unclean or impure the air, land or waters of the state, or making the same injurious
to public health, harmful for commercial or recreational use, or deleterious to fish, bird, animal
or plant life. "Brownfield" would be defined as an industrial or commercial facility the
expansion or redevelopment of which is complicated by environmental contamination.

b.  Full-Time Jobs Component. A credit of up to $6,500 could be claimed for each full-

time job created or retained in a development, development opportunity, or enterprise
development zone and filled by a member of a targeted group. In addition, a credit of up to
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$4,000 could be claimed for each full-time job created or retained that was filled by an individual
who was not a member of a targeted group.

The Department of Commerce would be authorized to promulgate rules that would further
define a person’s eligibility for tax benefits under the development zone, opportunity development

zone and enterprise development zone programs.

This motion would include the costs incurred for investigation as eligible for the
environmental remediation credit, except in cases where the investigation determined remediation
was necessary and none was undertaken. Also, the motion would specify that the credit could
be claimed for 50% of remediation expenses and clarify that the credit could be claimed for costs
incurred during the remediation project rather than when the proiect was complete. The
administration indicates that its intent was to provide a 50% remediation credit, rather than a

100% credit, as drafted in the bill.
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Senator Panzer

COMMERCE
Building and Environmental Regulation

Identification of Oxygenates in Reformulated Gasoline

Motion:

Move to make the following modifications to labeling of devices that dispense, for sale at
retail, reformulated gasoline:

a.  Require that the label on the dispensing device shall be marked with the identity of
the oxygenate or oxygenates contained in the fuel and delete the specific references to "methyl
tertiary butyl ether (MTBE)" and "ethyl! tertiary butyl ether (ETBE)."

b. Direct Commerce to promulgate revised administrative rules for labeling that consider
incorporating the uniform laws and regulations in the areas of legal metrology and engine fuel
quality, as adopted by the National Conference on Weights and Measures.

c. Direct Commerce to submit the revised rules to the Legislative Council staff no later
than the first day of the seventh month beginning after the effective date of the biennial budget
act.

d.  Specify that the change in labeling requirements would take effect on the first day
of the 13th month beginning after the effective date of the biennial budget act.

Note:

Current law requires a device that dispenses for retail sale a reformulated gasoline that
contains an oxygenate other than ethanol to be marked or labeled at all times with the identity
of the oxygenate. The label must identify the oxygenate as "methyl tertiary butyl ether (MTBE)”
or "ethyl tertiary butyl ether (ETBE)" or, if the reformulated gasoline contains another oxygenate,
or combination of oxygenates, the label must identify the oxygenates as specified in rules
promulgated by Commerce. The motion would delete the specific references to the two
oXygenates.
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Senator Burke

COMMERCE

Downtown Wisconsin Fund Study

Motion:

Move to require the Department of Commerce to study the possibility of creating a
"Downtown Wisconsin” fund to provide financial assistance to small and medium sized
municipalities to assist in making downtown commercial districts vibrant and economically
healthy, preserve farmland and prevent urban sprawl. Require the study to include the potential
for coordinating assistance through the current heritage tourism and main street programs. Direct

the Department to report to the Joint Committee on Finance at its second quarterly meeting under
s. 13.10 in 1997-98 (December 1997).
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COMMERCE

Departmentwide and Economic Development

LFB Summary Items for Which No Issue Papers Have Been Prepared

Item # Title
1 Standard Budget Adjustments
10 Wisconsin Development Fund -~ Funding Adjustments (except appropriation type)
11 Wisconsin Development Fund -- General Administrative Provisions (except
Origination Fee)
12 Wisconsin Development Fund -- Technology Development Grant and Loan
Program Modifications
13 Wisconsin Development Fund -- Modifications to the Customized Labor Training
Grants and Loans Program
15 Wisconsin Development Fund -- Repeal Research Grant and Loan Program
16 Wisconsin Development Fund — Employe Ownership Assistance Loan Program
Modifications
17 Position Funding Source Conversion
18 Transfer Municipal Boundary Review to DOA
19 Transfer Plat Review to DOA
20 Eliminate Division of International and Export Services Positions
21 International Trade and Export Activities
22 Industriai Revenue Bond Fees and Rules / { {,:?’ *’?\_ i
23¢c,d&f Community-Based Economic Development Program M( MO#, “/ A Lol
24 Information Technology Funding (WA R
25 GPR Transfer to Economic Development Promotion BURKE Y N A
27 Position Transfer to Administrative Services DECKER Y N A
28 Business Development Initiative Program Funding ff::;s : N A
30 Overhead Cost Allocation WINEKE v : :
32 CDBG Priority for Brownsfields Redevelopment SHIBILSK Y N A
o """ Establish-Business Development Assistance Center ... ~ COWLES Y N A
35 Internal Reorganization PANZER Y N A
36 Minor Transfers Between Appropriations JENSEN Y N A
OURADA Y N A
HARSDORF Y N A
ALBERS Y N A
GARD Y N A
KAUFERT Y N A
LINTON Y N A
COGGS Y N A
AYE ____NO ____ ABS
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Item #

31

Lem #

39
40
41
42

LFB Summary Item to be Addressed in a Subsequent Paper

Title

Brownsfields Grant Program

LFB Summary Items for Introduction as Separate Legislation

Title

Eliminate Reporting Requirements

Memorandum of Understanding with WHEDA

Economic Adjustment Program Confidentiality Exemption
Repeal Obsolete Statutory Provisions

e



